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United States Supreme Court Clarifies Test
for Corporate Citizenship for Purposes of
Federal Diversity Jurisdiction

By Alexei Klestoff

On February 23, 2010, the United States Supreme Court resolved a split in the lower courts regarding the appropriate
test to determine a corporation’s “principal place of business” for purposes of federal diversity jurisdiction. The Hertz
Corp. v. Friend, No. 08-1107 (U.S. 2010).

A corporation’s principal place of business is its “nerve center.” The federal diversity jurisdiction statute, 28 U.S.C.
§ 1332(c)(1), states that a corporation is deemed a citizen of “any state by which it has been incorporated” and “of the
State where it has its principal place of business.” Federal courts have applied different tests to determine a
corporation’s principal place of business. For example, under the law of the Ninth Circuit, a corporation’s principal place
of business was determined by the amount of business the company did state by state. If the corporation did
significantly more business in one state, that state was considered its principal place of business. If there was no such
state, then the court was to look to the state where the majority of its executive and administrative functions were
performed (its “nerve center”).

The district court applied this test in Hertz and concluded that Hertz's principal place of business was California because
the “plurality of each of [Hertz's] relevant business activities” was in that state, despite the fact that its headquarters was
in New Jersey. The Ninth Circuit affirmed.

The United States Supreme Court vacated the Ninth Circuit’s judgment and remanded the case to the district court.
Stressing the need for administrative simplicity, the Court unanimously held that a corporation’s principal place of
business is the place where “the corporation’s high level officers direct, control, and coordinate the corporation’s
activities,” in other words, the corporation’s “nerve center.” The Court further stated that in most cases, the “nerve
center” will be the corporation’s headquarters.

The Court’s ruling is important because it will likely allow more suits to be tried in federal courts, and potentially limits the
ability of plaintiffs to choose favorable state forums merely because the defendant corporation does most of its business
there.
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About Morrison & Foerster:

We are Morrison & Foerster—a global firm of exceptional credentials in many areas. Our clients include some of the
largest financial institutions, Fortune 100 companies, investment banks and technology and life science companies. Our
clients count on us for innovative and business-minded solutions. Our commitment to serving client needs has resulted
in enduring relationships and a record of high achievement. For the last six years, we've been included on The American
Lawyer’s A-List. Fortune named us one of the “100 Best Companies to Work For.” We are among the leaders in the
profession for our longstanding commitment to pro bono work. Our lawyers share a commitment to achieving results for
our clients, while preserving the differences that make us stronger. This is MoFo. Visit us at www.mofo.com.

Because of the generality of this update, the information provided herein may not be applicable in all situations and
should not be acted upon without specific legal advice based on particular situations.
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